We investigate optimal horizons for targeting inflation in response to different shocks and their properties. Our analysis is based on a well specified macroeconometric model of Norway. We find that optimal horizons are highly shock-specific and do not increase with concern for output and/or interest rate fluctuations beyond some shock-specific levels. Optimal horizons increase with the degree of persistence in shocks while they are not affected by the size of a shock unless the central bank is averse to interest rate volatility. In the face of multiple shocks, however, sizes as well as signs of shocks become important for optimal horizons even when the central bank is not averse to interest rate volatility. This is because shocks of different signs and sizes may amplify or outweigh each others' effects.
Introduction
The horizon for achieving the inflation target is a key element in the design of monetary policy under an inflation-targeting regime. The horizon determines the monetary policy response to shocks. It is especially important for deriving an interest rate path consistent with the preferred inflation path towards its target; a small but increasing
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Research Department, Norges Bank, P.O. Box 1179, Sentrum, 0107 Oslo, Norway e-mail: farooq.akram@norges-bank.no number of central banks publicly announce such interest rate paths. Moreover, communication of the horizon is crucial for anchoring inflation expectations at the target in the medium run and the accountability of monetary policy authorities.
Inflation-targeting central banks tend to adopt short rather than long horizons, partly to avoid compromising their credibility as inflation targeters. Many inflation-targeting central banks have either preannounced a fixed horizon of 1 or 2 years or a variable horizon of 1-3 years (Roger and Stone 2005) . Some central banks including Norges Bank, however, refrain from quantifying the horizon and state that they will seek to bring inflation close to the target in the 'medium run', which is commonly understood to extend not too far into the future. The choice of a fixed relatively short horizon or range is often based on estimated time lags from interest rate changes to their main effects on inflation. The relevant literature, however, suggests that the horizon should also depend on the nature of shocks and their properties, particularly size and persistence. It also suggests that the horizon should depend on the extent to which the central bank pursues other policy objectives in addition to the inflation target (Svensson 1997; Ball 1999) . It is often argued that the optimal policy horizon becomes longer the greater the weight placed on secondary objectives like smoothing output and/or interest rate fluctuations in the authorities' objective function (Svensson 1997; Ball 1999; Smets 2003) . It follows that, due to differences in preferences for output stabilization, the optimal horizon in response to a shock may vary across economies even if they are exposed to the same shock.
The small number of existing empirical studies do not seem to be particularly helpful in pinpointing the optimal horizons in response to different shocks and preferences for output stabilization. So far, mostly relatively small VAR models and systems of equations for aggregate demand, aggregate supply, and (occasionally) the exchange rate have been used to derive the optimal horizons in the face of demand and supply shocks (Batini and Nelson 2001; Smets 2003) . A drawback of using such highly aggregate models is that one can only derive optimal horizons for a few aggregate shocks. A disaggregate model allowing for different kinds of demand and supply shocks is required to estimate the corresponding optimal horizons, since the trade-off between inflation and output volatility may differ across shocks. Hence, if the optimal horizon is shock-dependent, generalization of optimal horizons for aggregate demand and supply shocks to other types of shocks may lead to suboptimal policies and poorer macroeconomic performance (Smets 2003) .
Second, optimal horizons corresponding to different shocks have been shown to be highly model-dependent; see e.g. Batini and Nelson (2001) for evidence based on UK data. Therefore, one may argue that optimal horizons in response to different shocks should be derived from credible empirical models.
Finally, one may also question the generality of the result that optimal horizons increase with concern for, e.g. output fluctuations. 1 When disturbed by a shock, an economy may be able to adjust and reach its equilibrium over time through several built-in stabilization mechanisms. Intuitively, the adjustment period should not exceed
